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PREFACE

This report was prepared for the Director of Net Assessment in the
Office of the Secretary of Defense, under Contract No. MDA903-80-
C-0224. It is part of Rand’s continuing research program in Interna-
tional Economic Policy, the principal focus of which is on the interface
between international economics and national security issues. Estima-
tion and analysis of the costs of the Soviet empire should be of interest
to offices in the Department of State, the Department of Defense, the
National Security Council, and other agencies concerned with Soviet
military and foreign policies in Eastern Europe and the Third World.

7
| Accession For /
NTIS GRA&I J
DTIC TAB 0
Unasanounced O
Justification = _ ]

L {1

By.
5 ~ Disteibution/
Availability @odes
Avail eand/or
Dist Special




o S e e o e
o =Y .

SUMMARY

\

This study develops and applies a comprehensive framework for
estimating all of the economic costs incurred by the Soviet Union in
acquiring, maintaining, and expanding its empire. We define the
“empire® to include the geographically contiguous countries of Eastern
Europe and Afghanistan, and the parts of the empire that lie *abroad.?
The included countries cover a wide range of types and degrees of
Soviet influence and control—a characteristic that is not unique to the
current Soviet empire. We define the costs of empire to include costs
incurred by the Soviet Union to maintain or increase control in coun-
tries under Soviet domination, to acquire influence in countries that
are candidates for future Soviet control, and to thwart or subvert coun-
tries opposed to it.

Previous studies of the costs of the Soviet empire have been con-
cerned with selected parts of the total costs, for example, emphasizing
costs associated with particular countries or groups of countries such as
those in the Council for Mutual Economic Assistance (CMEA), or with
such specific cost categories as Soviet economic and military aid. Our
study draws on this prior work, combining and supplementing it in
various ways. Evéd ., Substantial gaps and inadequacies remain in
the available data. One of uir aimis’is to highlight the most important
gaps and thereby provide a basis for further data collection and

One reason why we are interested in determining the costs of the
Soviet empire (CSE) is simply to understand more fully the extent to
which Soviet resources are devoted to national security purposes.
Direct military spending, for which we already have detailed estimates
and reestimates, is of course central to this pattern of resource use.
CSE represent another piece of the mosaic, one that both complements
and is complemented by Soviot military capabilities.

Another reason is to determine the burden or “drag” on the Soviet
economy resulting from CSE, how this burden has changed over time,
and what CSE are likely to be in the future. In this connection, we
wish to size CSE in relation to the Soviet economy as a whole and to
Soviet military spending. With one minor exception, our estimates of
CSE are confined to costs that are not included in estimates of Soviet

Another reason for determining CSE relates to inferences that may
be drawn concerning the importance or “value” ascribed by Soviet
leadership to the empire and its further expansion. Also, separating
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the various parts of CSE may suggest ways of raising these costs in the
future or encouraging the centrifugal forces that impinge on the
empire.

Finally, parts of the Soviet elite structure may not be fully aware of
the extent of CSE, as is surely true of the Soviet people more generally.
Informing them, as well as informing our allies and such other
interested countries as China, of the full extent of CSE may help to
raise the level and intensity of discussion of Soviet imperial activities
inside as well as outside the Soviet Union.

After brief consideration of costing concepts relevant to the evalua-
tion of CSE, we present a cursory review of the literature on previous
empires. The cost patterns and experience of previous empires may
have only limited relevance to the course of the Soviet empire, but
some historical perspective is useful in considering the Soviet case.

Among the preliminary impressions distilled from this review are the
following:

1. Changes in the historical course of empires seem to have been
mainly the result of changes in the costs, rather than in the
benefits, of imperial activity;

2. The limited available evidence suggests that the normal incre-
mental costs of maintaining previous empires have generally
been low relative to the size of the imperial powers’ home
economies.

The bulk of our study is devoted to estimating the total and com-
ponent costs of the Soviet empire for the period from 1971 through
1980. The principal components include: implicit trade subsidies;
export credits; military aid deliveries (net of hard currency military
sales); economic aid deliveries; incremental costs of Soviet military
operations directly relating to the empire (specifically, in Afghanistan);
and costs of Soviet covert and related activities that can be reasonably
imputed to the empire, rather than to maintenance of the Soviet sys-
tem at home.

Most of these costs are incurred iz the CMEA countries (including
Cuba and Vietnam) and, to a lesser extent, in Angola, Ethiopia, South
Yemen, and Nicaragua, which -are within the Soviet orbit, although
they are not members of CMEA. Moreover, some costs of empire are
incurred in third-world countries that are outside the Soviet empire,
however loosely it may be defined. "The rationale for including these
costs is that these countries may be candidates for future inclusion in
the Soviet orbit, or may be targets for Soviet destabilization activities
(as in Turkey) to subvert forces antagonistic to expansion of Soviet
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influence. Such costs may be thought of as “venture capital” costs and
“research and development” costs associated with expanding and pro-
tecting the imperial enterprise, additional to the operating costs associ-
ated with its maintenance.

Except for the extra costs of Soviet military forces in Afghanistan
since 1980 above the normal peacetime costs of these forces, Soviet mil-
itary spending is excluded from our CSE estimates. This is not to
deny that a large part of Soviet military spending might plausibly be
attributed to the empire: for example, the costs of naval and mobility
forces, and the extra forces (if any) and additional costs associated
with the 32 Soviet divisions stationed in Eastern Europe. However, to
avoid the arbitrariness that would be involved in attributing all or part
of such military costs to the empire, rather than to defense of the
Soviet Union itself, and also because these costs are already covered in
previous estimates of Soviet military spending, our estimates focus on
the nonmilitary costs associated with the empire.

We had intended to include the incremental costs associated with
the organization, training, and operations of allied or proxy forces
(such as those of Cuba, East Germany, and Vietnam) for which Soviet
support has been provided. However, we have not been able to obtain
suitable data for estimating this component independently of the six
other components referred to above.

Several major methodological and empirical problems arise in
estimating CSE and expressing them in current and constant dollars,
and rubles. These problems and our efforts to deal with them are
described in more detail in the text. To reflect the inevitable uncer-
tainties in the estimates, we frequently present them in terms of inter-
vals rather than point estimates; sometimes these intervals are quite

Total CSE in current dollars rose from an amount between $4.9 bil-
lion and $7.9 billion in 1971, to an amount between $13.4 billion and
$17.7 billion in 1976, and between $32.9 billion and $42.6 billion in
1980. In constant 1981 dollars, the increase is substantially less, rising
from between $13.6 billion and $21.8 billion in 1971 to between $20.9
billion and $27.6 billion in 1976, and between $35.9 billion and $46.5
billion in 1980 for an average annual growth rate of 8.7 percent.

As a proportion of Soviet GNP, total CSE varied between 0.9 per-
cent and 1.4 percent in 1971, and between 2.3 percent and 3.0 percent
in 1880. The average proportion over the decade was 1.6 percent, with
a standard deviation of 0.48 percent.

Compared with Soviet military spending, CSE varied from 7.2 per-
cent and 11.4 percent in 1971 to between 16.6 percent and 21.4 percent
in 1980. The average for the decade as a whole was 12.6 percent, with
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a standard deviation of 3.16 percent. These proportions have tended to
increase fairly steadily throughout the decade.

The relative size of CSE compared with Soviet GNP and Soviet mil-
itary spending changes quite sharply if these data are expressed in
rubles rather than dollars. The reason is that the average ratio
between the ruble prices for hard curency imports sold on internal
Soviet markets and the dollar cost of these imports is considerably
higher for each year of the 1971-1980 decade than the official ruble-
dollar exchange rate. Consequently, when the hard currency portion of
total CSE, which represents nearly 60 percent of total CSE over the
decade, is converted to rubles using the average ruble-dollar price ratio
for each corresponding year, ruble CSE (which we designate as
CSE(R)) rise sharply in relation to ruble GNP and ruble military
spending, compared with the corresponding dollar proportions.

In constant 1980 rubles, CSE(R) rose from about 8.6 billion rubles
in 1971 to 21.3 billion rubles in 1976, and 42.2 billion rubles in 1980,
representing an average annual growth rate of 16.3 percent. As a ratio
to Soviet ruble GNP, CSE(R) rose fairly steadily during the decade
from a range between 1.6 percent and 1.9 percent in 1971, to a range
between 6.1 percent and 7.2 percent in 1980. The average ratio of
CSE(R) to Soviet GNP over the decade was 3.5 percent compared with
an average of only 1.6 percent when CSE is evaluated in dollar terms.
Similarly, the average ratio between CSE(R) and Soviet military
spending for the 1971-1980 period is considerably higher than when
the corresponding costs are expressed in dollars: CSE(R) as a ratio to
Soviet military spending for the decade was nearly 28 percent, com-
pared with 13 percent when CSE are expressed in dollars.

As noted above, the hard currency component of CSE, consisting
principally of trade subsidies and military aid deliveries excluding hard
currency sales, is a substantial fraction of the total: 66.8 percent in
1979 and 68.1 percent in 1980, and averaging 58 percent over the
1971-80 period. Hard currency CSE are also large relative to total
hard-currency Soviet earnings and uses. In 1979 and 1980, hard
currency CSE were 64 percent and 85 percent as large as Soviet hard
currency earnings and uses from all sources. Hard currency CSE were
more than five times as great as Soviet hard currency payments for
grain in 1980.

Are CSE relatively large or small? We use four criteria to answer
this question: (1) time, (2) economic burden, (3) CSE relative to the
comparable costs of the U.S. “empire”, and (4) the broad pelitical-
military benefits derived from or attributed to the empire.
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Over time, CSE have increased markedly, growing at a com-
pound annual rate of almost 9 percent over the decade in dol-
lar terms and 16 percent in ruble terms. CSE at the end of
the decade were thus large relative to what these costs had
been at the start of the decade. They were also a larger share
of Soviet GNP, because both the ruble and dollar growth rates
for CSE were substantially greater than the corresponding
growth rates for Soviet GNP. Whether one views the CSE
figures as large or small will also be affected by whether one
focuses on rubles or on dollars: the ruble costs of empire are
relatively much larger than the dollar costs. In the Soviet
context, it is very likely that the ruble figures have the greater
importance.

To estimate the burden or “drag” imposed by CSE on the
Soviet economy, we have used alternative CSE estimates in
Rand’s optimal control model of the Soviet economy, varying
these estimates from an annual level of 1.6 percent of GNP as
the baseline case (representing average CSE in dollar terms
over the past decade) to alternatives of 3 percent, 4 percent
(the approximate average ratio of CSE(R) to GNP over the
decade), and 7 percent. Starting from the baseline case, and
assuming that the alternative, higher CSE levels were main-
tained throughout the 1981 to 1990 period, would have the
effect of shrinking the possibilities for Soviet growth in civil
consumption and in military production. For example, if CSE
were maintained at an annual level of 4 percent of Soviet
GNP during the 1980s, then sustaining civil consumption
growth at a rate of, say, 2 percent would limit the possible rate
of growth in annual military production to 5 percent. If, how-
ever, CSE were lowered to an annual level of 1.6 percent of
GNP throughout the decade, a sustained growth rate of 2 per-
cent in civil consumption would increase potential military
production growth to 6.7 percent annually during the decade.
For the decade as a whole, cumulative military production
would be nearly 30 percent greater with the 6.7 percent annual
growth rate than with the 5 percent rate. In general, if aggre-
gate consumption growth were maintained in the range of 2 or
3 percent, each increase of 1 percent in the ratio of CSE to
GNP would lower sustainable military production growth by
0.6 to 1 percent per year throughout the 1980’s decade. Alter-
natively, if annual growth in military production were main-
tained at 4 or 5 percent, each increase of 1 percent in the ratio
of CSE to GNP would lower sustainable growth in annual civil
consumption by 0.3 percent.
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3. CSE are large relative to the imputed costs of the U.S.
“empire.” Although acknowledging the different meaning of
the term “empire” when applied to the exercise of U.S. influ-
ence abroad, we construe as the costs of the U.S. empire
(CUSE) U.S. economic aid, military aid, and loans by the
Export-Import Bank. As a share of U.S. GNP, total CUSE
averaged 0.37 percent during the 1971-80 decade, or less than
one-third the share in Soviet GNP represented by CSE in dol-
lars, and one-eighth the ruble share of CSE in Soviet GNP.

4. Whether Soviet leaders view CSE as large or small is bound to
involve an evaluation of the benefits, especially the political,
military, and strategic benefits, believed to be associated with
the maintenance and expansion of the empire. These benefits
include tangible elements, such as bases and other facilities in
Cuba, Vietnam, and elsewhere that increase the effectiveness
of Soviet military forces, as well as intangible and unmeasure-
able, but probably even more important elements such as pres-
tige, political prominence, Russian national pride, and justifi-
cation for the sacrifices imposed on its populace by the Soviet
system. It is a reasonable conjecture that the costs of the
Soviet empire, at the levels they have reached in the past
-decade, are likely to appear to Soviet leadership as fairly mod-
est compared with the substantial benefits they ascribe to the
empire.

After considering total costs and their changes over the 1970s, we
separately examine each of the cost components. The composition of
CSE changed dramatically during the 1970s. Implicit trade subsidies
rose sharply from 11 percent of total CSE in 1971 to 56 percent in
1980. Economic aid declined from 11 percent of CSE in 1971 to 2 per-
cent in 1980, and the military aid share, net of hard currency sales,
declined from 19 to 12 percent over the corresponding period, although
in 1978 and 1979 the military aid share of total CSE was 20 percent
and 24 percent, respectively. (Inclusive of hard currency sales, total
Soviet military aid deliveries rose substantially during the decade).

Next, we ‘consider without answering the question of whether CSE
will be higher or lower in the 1980s than the 1970s. We suggest some
of the factors likely to raise these costs and other factors that seem
likely to lower them. These factors can be divided between those relat-
ing to maintaining and expanding the empire (“production” costs),
and those affecting the willingness of the Soviet leadership to incur
these costs.
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We briefly consider various U.S. policy measures that might raise
CSE during the 1980s and thereby discourage further expansion of the
empire or contribute to its contraction. Such measures may inciude
denial, or at least restriction, of credit extended to countries within the
Soviet empire, perhaps leading thereby to somewhat greater burdens
being imposed by members of the empire on the Soviet economy itself.
Another measure would be the development of some means of counter-
ing the adroit and low-cost use by the Soviet Union of allied or proxy
forces, such as those from Cuba and East Germany, in providing the
military force to support wars of national liberation. The United
States might try to develop a collaborative group of “associated country
forces,” drawing for the purpose on Third World countries having
interests that convei, 2 with those of the United States in providing a
counter to the Soviet use of its own allied forces. Such a development
would require changes in U.S. declaratory policies, as well as in
economic and security assistance programs, that we only touch on.

We conclude with a number of suggestions concerning additional
data and further analysis that would improve the preliminary estimates
presented in this study.

e Estimating the incremental costs associated with Soviet use of
allied or proxy forces in third areas, to the extent these costs
are not already included in the cost categories of our CSE esti-
mates;

e Estimating the incremental costs, if any, connected with the
stationing of 32 Soviet divisions in Eastern Europe, and with
the construction and operation of Soviet bases in Cuba, Viet-
nam, and elsewhere;

e Making proper allowance for economic offsets obtained by the
Soviet Union that reduce the net costs of empire (for example,
hard currency payments received by Soviet technicians in
foreign countries, and the importation of labor from the exter-
nal empire paid at wages below their marginal productivity);

e Updating the estimates to cover 1981-1983.

Finally, we believe it worthwhile to disseminate more information
concerning CSE, both within the the Soviet Union and within the
Western alliance. Consideration should also be given to establishing
within the government a system for tracking on a regular and current
basis changes that take place in the continuing costs of the Soviet
empire.
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